Credit and its vast growth in transition economies attracted a lot of research while less attention was given to the even faster growth of leasing and the aggregate impact of financial market segments. Applying a panel data approach over 1999-2006, we investigate the finance-growth nexus (credit, stock, bond) for ten Eastern European countries with a production function and include leasing. We find that leasing and credit positively contributed to economic growth; we confirm on a broader basis that macroeconomic stability and a sound legal system are important preconditions for a positive impact of the financial sector; we find that leasing and credit are rather complements than substitutes and that taking alternative forms of finance like leasing into consideration is necessary for a full picture of the impact of finance.
LEASING AND ECONOMIC GROWTH -EVIDENCE FOR CENTRAL AND SOUTH EASTERN EUROPE

Introduction
The lending boom in the transition economies of Central and Eastern Europe (CEE) and its impact on growth and stability is a burning issue for the whole of Europe (Arvai et al., 2009; Backé and Wójcik, 2008) . Alternative forms of finance, like leasing, have also gained considerable importance in recent years for the functioning of financial systems, 2 particularly in emerging economies (Moutot et al., 2007) . 3 Several studies document the massive growth in credit volumes in transition countries (TCs) and the need to watch this development carefully (see e.g. Backé and Zumer, 2005; Cottarelli et al., 2005; Duenwald et al., 2005) .
However, despite the high importance of leasing in transition countries (EBRD, 2006) , its impact on growth has, to our knowledge, so far not been analysed. How does leasing influence economic growth, does it worsen or stabilise the situation in transition economies?
Can leasing be used to overcome a weak regulatory and institutional environment, i.e.
substitute credit and proper regulation? Answers to these questions are important for policy makers and market participants in emerging economies.
We contribute to the literature by delineating the role of leasing in emerging markets of European transition economies for the first time. So far leasing has attracted considerable research mainly in mature markets for small and medium-sized enterprises (SMEs; e.g. Beck and Demirgüç-Kunt, 2006; Berger and Udell, 2006; Berger et al., 2007; Cull et al., 2006; Schmit, 2004) . Drawing on the finance-growth nexus (see Levine, 2005, or Rousseau and Wachtel, 2009 , for a review) and the law-and-finance view (e.g. La Porta et al., 1997) , we extend this research into CEE and SEE. 4 Applying a panel data approach on a sample of ten 2 Lasfer and Levis (1998) and Beck and Demirgüç-Kunt (2006) , for example, argue that leasing is especially important for small and medium-sized enterprises. 3 A few recent studies go beyond the usual credit and stock focus: Fink et al. (2006a) and Fink et al. (2005a) check the impact of bond markets on growth; Pantel and Haiss (2008) investigate the impact of hedge funds on growth; Sammer and Haiss (2008) discuss the ímpact of derivatives; and Haiss and Sümegi (2008) of the insurance sector. 4 Drawing mainly on the conventional financial sectors, there has been extensive investigation of the nexus with King and Levine (1993a; 1993b) being among the first ones to empirically analyse the relationship between bank credit and economic growth. Levine and Zervos (1998) and Beck and Levine (2001) , for example, show significantly positive effects of the banking sector and the stock market on economic growth on a broad variety of countries at different stages of development. By paying attention at the important role of legal institutions, legal origin, institutional development and the protection of creditor and property rights, the finance-growth nexus was broadened to the law-and-finance view e.g. by La Porta et al. (1997) , Levine et al. (2000) , Graff (2005) or Beck et al. (2000a; 2000b ) who find evidence that the level of financial development and the quality of the legal environment have an influence on economic growth.
Eastern European transition countries over the period 1999-2006, we provide further evidence on the relationship of the financial sector and economic growth with a focus on Eastern
Europe and include leasing into this investigation, in addition to the conventional credit, stock and bond sector analyses. From the regression results, we draw the conclusion that leasing and credit positively contributed to economic growth in Eastern European transition countries, while stock and bond markets rather showed negative effects. Not unexpectedly, nonperforming loans had a negative impact on growth. We confirm for this broader sectoral spectrum that macroeconomic stability and a sound legal system, which might be pushed by intended or already accomplished EU membership, are important preconditions in order to make a positive impact of the financial sector possible. While some research suggests that leasing and credit taking are substitutes (Lasfer and Levis, 1998; Marston and Harris, 1988; Yan, 2006) , i.e. if the legal environment is not conducive for bank lending, leasing does not seem to be used as an alternative means of financing if legal and institutional conditions are weak. Leasing and credit taking rather seem to be complements and the use of leasing rather also seems to require a sound legal system.
The contributions of this study to existing literature are the following. We provide further evidence on the relationship of the financial sector and its segments on economic growth with a focus on Eastern Europe. We review and summarise empirical finance-growth studies focusing on transition economies. We collected leasing data for the period 1999-2006 for ten Eastern European countries, which as a dataset so far did not exist. And we include this leasing data into the investigation of the finance-growth nexus, which is, to our knowledge, done for the first time. In addition, we provide further evidence on the complementary relationship between leasing and credit, which is a controversial topic in literature. 5 From our study, regulators and policymakers might recognise the importance of leasing for their financial sectors and that beneficial regulations concerning leasing can boost the performance of their economies. They might also become aware that well-developed legal and institutional frameworks are important preconditions for the financial sector to exert an influence on real economy. For researchers, the contribution to the investigation of the finance-growth nexus in transition countries, the novel data set on leasing data and the inclusion of this data into the finance-growth nexus might be of relevance.
The remainder of this paper is organised as follows: Section 2 provides descriptive evidence on the development of the leasing sector as well as on leasing suppliers in Central and South Eastern Europe (CEE and SEE). Section 3 presents earlier findings for the finance-growth nexus in this region, Section 4 discusses methodology and the econometric model, Section 5 presents the data in more detail and Section 6 gives an overview of the empirical results. In the concluding sections, findings are discussed.
Development and role of leasing in transition economies
Extensive research investigates debt growth, lending booms and their impact on the transition economies (e.g. Cottarelli et al., 2005; Kraft and Jankov, 2005) , however, so far mainly for bank credit, thus not considering the full magnitude of the financial markets. The current turmoil in CEE financial markets reinforces the need to know the various streams of debt in the region. The EBRD (2006) argues that leasing plays a major role in transition countries. Koh (2006) finds that the Eastern European leasing market experienced very high growth rates in recent years and argues that this can be party explained by the higher demand for investment in this region. We thus argue that it is necessary to analyse the magnitude, rationale and impact of leasing in investigations of the impact of the financial sector in transition economies. In the following we provide novel data on these leasing markets. Italy show the highest leasing to GDP ratios and the lowest ones can be found in Finland, the Netherlands and the United Kingdom. *** insert figure 2 about here *** According to the IFC (1996) and Beck et al. (2004) , leasing has become prominent in transition countries, because most companies have restricted track records and not enough collateral which can be used, and because many banks are in a restructuring process. The authors find that due to the difficulties in obtaining debt and equity financing, companies in countries with less developed legal institutions like the transition economies rely more on leasing and other forms of operations finance. Bakker and Gross (2004) similarly attribute the high importance of leasing in Eastern Europe to the underdeveloped creditor rights protection, which gives leasing higher security than secured lending, and its affordability compared to bank loans.
While we argue that leasing grew fast and to high levels in the transition economies, its influence has to be investigated in conjunction with other means of finance. Figure 3 (Porter and Fumagalli, 2007) . In Turkey and Poland, leasing is least important as regards its relation to GDP as well as to the size of the financial market.
Loans dominate in all transition countries with the exception of the Czech Republic, but they also represent a very important form of financing in this country. This confirms that the transition countries are all bank-centered, implying that the banking sector is more important than the stock and bond markets (Peev and Yurtoglu, 2007; Sirtaine and Skamnelos, 2007) . of finance on growth in transition economies, however, so far mainly concerned with single financial segments (mainly bank credit), whereas we provide a broader analysis for both credit, leasing, bond and stock segments in the following. *** insert figure 3 about here ***
Credit is predominant in Estonia and
Earlier findings for the finance-growth nexus in Eastern Europe
In addition to global and sectoral studies on the finance growth-nexus (see e.g. Levine, 2005, for a review), 7 regional studies have flourished. Table 2 presents an overview of selected empirical findings of the relationship between financial sector development and economic growth for transition countries. Most studies find a positive impact of bank sector development and bank efficiency on economic growth, especially for Central Eastern Europe.
7 These earlier studies, mostly finding a positive relation between finance and growth, use broad samples of industrial and developing countries. By differentiating between countries and periods, Rousseau and Wachtel (2009) find that the finance-growth link has weakened since the 90ies and that countries with different levels of development show differing impacts of finance on growth. This confirms the finding of Ahmed (1998) who points at the possible different effects of bank development on growth in emerging and mature economies. Rajan (2006) argues that the last decade witnessed quite a number of systemic, institutional and product-related innovations and changes. Thus research should differentiate stronger between different countries and their levels of development, different periods and different sources of finance.
For South Eastern Europe, Mehl et al. (2006) find that financial deepening did not have a significant impact on the growth performance of these countries during the first decade of transition. The authors relate this to the environment of high inflation and banking crises which impeded a contribution of the banking sector to economic growth.
Studying South Eastern European countries, Fink et al. (2007) and Hagmayr and Haiss (2007) argue that financial market segments can only contribute to growth in a positive way if legal and supervisory frameworks work properly. 8 The inclusion of stock market development into the investigation of the finance-growth nexus in transition countries mainly turned out to be insignificant. 9 Bond markets, which are mostly small and dominated by governments and few large companies as issuers in transition countries (Haiss and Marin, 2003; Haiss and Chou, 2008) , showed a positive impact on economic growth. Eller et al. (2006) find a hump-shaped impact of foreign banks in the New EU Member States. Roessl and Haiss (2008) find that foreign banks only mildly influence portfolio investment and stock markets. Although various authors find that the weak legal situation and low availability of collateral in transition countries can contribute to limit the loan supply by banks (Bonin and Wachtel, 2002; Wagner and Iakova, 2001 ) and point at the importance of sound legal frameworks and institutions in these countries (Mehl and Winkler, 2003; Hagmayr and Haiss, 2007) , previous studies investigating the finance-growth nexus hardly took into consideration alternative sources of finance other than stock and bond markets. Coricelli et al. (2005) , Delanny and Weill (2004) and Fisman and Love (2003) are notable exceptions with regard to trade credit.
10
The findings of the studies investigating the finance-growth nexus in transition countries need to be treated as rather preliminary due to the relatively short time series available and the difficulties in modelling output growth (Mehl and Winkler, 2003) . Mamatzakis et al. (2005) , Cottarelli et al. (2005) and Fink et al. (2005b) suggest including inflation and bad loans into the investigation to control for macroeconomic stability, especially during the early years of transition.
*** insert table 2 about here *** 8 Fink et al. (2007) discuss ongoing reforms in SEE with a special focus on Serbia and find that Serbia is following the successful path of CEE countries which might lead to a positive impact of financial development on growth. 9 The EBRD (2006) finds a positive influence of two different measure of financial sector development, private credit and a broader measure including private credit and stock market capitalisation, on growth. 10 For related research on the impact of financial sector foreign direct investment see Eller et al. (2006) , for research on the impact of the insurance sector see Haiss and Sümegi (2008) .
Methodology and the model
Two of the most popular methods for investigating the impact of financial development on growth are cross-section analyses and panel analyses (see table 2 ). Due to the restricted number of observations caused by the rather small sample size (ten countries) 11 and the short period of investigation (annual data for eight years), we rely on a panel data approach in order to enhance the quality and quantity of data (Gujarati, 2003) . According to Temple (1999) , panel data analyses have some advantages. They allow controlling for omitted variables and unobserved heterogeneity of the initial conditions, and lags of regressors may be used to mitigate possible problems of measurement error and endogeneity.
The basic structure of this study follows the work of Fink et al. (2006b) and Hagmayr and Haiss (2007) who use an enhanced version of the production function model developed by Mankiw et al. (1992) . Mankiw et al. (1992) For the regressions, we use the following model specifications:
(1)
is the growth rate of real output per capita in percent. FV stands for the different financial variables expressed as a percentage of GDP (leasing, domestic credit, private credit, stock market capitalisation, bonds outstanding, liquid liabilities, total financial intermediation I and total financial intermediation II). We use the 11 Abiad et al. (2007) argue that using a broad range of countries with different characteristics is suitable for some analyses, but that for many studies a broad sample is not appropriate. With a focus on Europe, the authors refer to the existing differences between European countries, especially concerning the countries of Eastern Europe, which differ substantially from Western Europe as well as other emerging markets. Global regressions, pooling countries with differing growth dynamics, will only average the outcomes and not consider interesting developments in certain countries. Schiavo and Vaona (2006) highlight that developing countries show more heterogeneous characteristics and that pooling these countries might be especially problematic. We therefore concentrate on studying growth processes of a group of countries with common dynamics instead of pooling heterogeneous country samples. two measures of total financial intermediation to test for the impact of the aggregated financial market on economic growth. The financial variables are, however, also used separately in the regressions to test for their specific effects. 
As can be seen in table 4, leasing is positively correlated with all other financial variables except bonds outstanding where the correlation coefficient is close to zero. Due to this observed complementary relationship between leasing and the other financial variables, we do not use the different financial variables in one regression. We use them separately in order to be able to test for their specific effects. The two measures of total financial intermediation are used to test for the effect of the aggregated financial market. Since leasing and bonds outstanding seem to be substitutes, we tried to use them together in some regressions, but one of the two financial indicators always turned out to be insignificant. Following our reviewer's comments, we tried regressions that included two highly correlated financial variables, but also here one financial indicator always turned insignificant. 13 We only use the different financial variables separately in the regressions to test for their specific effects on economic growth. We do not use the legal variables (property rights and governance) separately since this investigation focuses more on financial intermediation than on the legal environment. A closer investigation of the effects of different legal and institutional indicators is an issue for further research.
In the second and third regressions, the different financial variables are used with one-year and two-year lags in order to mitigate potential simultaneity problems between financial development and output growth and to check for the direction of the relationship between these two variables (Levine and Zervos, 1998; Wachtel, 2001 ). According to Temple (1999) , it is either possible to employ instrumental variables, which are rarely used by some authors, or to use a panel with lags of the endogenous variables as instruments. The author argues that lagged variables might be a good solution to avoid endogeneity problems. Rousseau and Wachtel (2009) state that lagged values for financial variables and instrumental variables produce remarkably similar results. Because of these results, we decided to use the different financial variables with one-year and two-year lags in order to avoid endogeneity problems.
Because of positive tests for heteroskedasticity 14 and autocorrelation 15 , we use a crosssectional time-series linear model using feasible generalised least squares which accounts for heteroskedasticity and allows estimation in the presence of autocorrelation. 16 We use tests for normality to check for normal distribution of residuals.
Data
The 18 , stock market capitalisation (stock), bonds outstanding (bond) and two measures of total financial intermediation. The first measure of total financial intermediation (tfi_i) is a sum of leasing, domestic credit, stock market capitalisation and bonds outstanding. The second measure of total financial intermediation (tfi_ii) includes 14 To test for heteroskedasticiy, we used a likelihood-ratio test to check the variances of the residuals. The null hypothesis, which states that the residuals have the same finit variance, was rejected. 15 To test for autocorrelation, we created two-way scatter plots with the residuals of a regression at a given time on one axis and the lagged residuals on the other axis. Most results clearly indicated a positive correlation of consecutive residuals. 16 Although heteroskedasticity and autocorrelation cannot be accounted for in these models, ordinary least squares and random effects regressions produced similar results with normal residual distribution and high R² values. Fixed effects regressions turned out to be inappropriate because of unnormal residual distribution and low R² values. 17 The sample includes the Czech Republic, Hungary, Poland, the Slovak Republic, Slovenia, Estonia, Latvia, Lithuania, Bulgaria and Turkey. In some regressions, we tried to use smaller samples, e.g. excluding countries with high macroeconomic instability, only referring to smaller countries or to countries with a minimum leasing ratio, but this did not produce different results. Since especially data for Turkey differs from the other countries in some respects, we tried to run the regressions excluding Turkey, but the results did not change significantly. The main difference is that inflation turns insignificant for this sample. We therefore kept Turkey within the sample in order to have a broader sample. 18 We also tried to subtract non-performing loans and thus only used the performing loans of domestic credit and private credit, but this did not produce different results.
private credit instead of domestic credit. We also add liquid liabilities (m3) as an alternative measure of financial intermediation as this measure is typically used by the studies building onto King and Levine (1993a) . 19 The set of conditioning variables includes real growth of capital stock per employee (capstockg), change in labour participation rate ( (Ang and Peterson, 1984; Finucane, 1988) . Against expectations, leasing shows high positive correlations with property rights (0.42) and governance (0.71). From earlier literature, we derived the assumption that companies in Eastern Europe face high financing obstacles due to the weak legal and institutional environment and that leasing represents an alternative means of financing for those companies (Beck et al., 2004) . We assumed that a weak legal setting would lead to increased volumes of leasing and therefore expected a negative correlation between leasing and the legal and institutional indicators. The finding of a positive correlation leads to the suggestion that leasing is not used as an alternative means of financing if legal and institutional conditions are weak, but that the use of leasing also requires a sound legal system. This bears an important implication for policy makers: leasing can not be used as an escape from regulatory reforms. We also find that leasing and non-performing loans (-0.54) are strongly negatively correlated, which reveals the high importance of macroeconomic stability and legal security for making banks provide leasing services. These findings also support the complementary relationship between leasing and credit taking. The high involvement of foreign banks in the provision of leasing services in Eastern Europe is 20 If Turkey is excluded from the country sample, the correlation coefficient between output growth and leasing turns positive (0.16).
strengthened by the high positive correlation between leasing and share of foreign banks (0.52).
Results
This section presents an overview of the results of the regression analysis. In tables 5 and 6, the results with the different financial variables and the outcomes for the other significant variables are displayed. Concerning the influence of the different financial variables on economic growth, leasing showed a positive effect which was insignificant with no lag, but turned significant with one-year and two-year lags. Domestic credit and private credit had a slightly positive impact on growth, but were only significant entering the regressions with two-year lags. Stock market capitalisation showed a slightly negative effect which was only significant entering the regressions without lag. Bonds outstanding and liquid liabilities were significant in all models and slightly negatively influenced economic growth. Both measures of total financial intermediation had a slightly negative influence on economic growth which was significant under all conditions. *** insert tables 5 and 6 about here *** As for the findings of the other independent variables, non-performing loans were significant in all model specifications and always had the strongest negative impact on economic growth.
EU membership showed a significant effect under almost all conditions, always having the strongest positive effect on growth. Change in labour participation rate was strongly positively significant in all model specifications. Inflation significantly affected economic development under all conditions with a modestly negative effect. Property rights were significant in the majority of models and always had a slightly negative impact on economic growth, while positively correlated with all financial sector indicators in simple regressions (table 3) . Measurement and scaling of property rights and other legal indicators like governance deserve further attention in research. In line with the transition-induced reduction in life expectancy, this variable was negatively significant in the models including leasing, the credit variables and stock market capitalisation as financial variables. Education change showed a negative impact on economic growth in those models where leasing and domestic credit entered the regressions, indicating that where debt spurred growth, this also provided people with a stronger trigger to switch from study to work. Capital stock growth had a modestly positive implication on growth which was significant in some regressions. The share of foreign banks was very rarely significant, showing a very slightly positive implication on economic development. The variables governance indicator, value added of industry, lending rate, investments and banking crises never affected economic growth in a significant way.
Discussion
From the regression results, we can draw the conclusion that leasing and credit contributed to economic growth in Eastern European transition countries. The positive effect of leasing is an essential finding since the relevance of this form of financing for economic development has, to our knowledge, not been tested so far. Leasing was insignificant with no lag, but turned significant with one-year and two-year lags. This leads to the assumption that the positive effects of leasing need some time to transfer to the real economy, but that the potential to influence economic growth in a positive way is high. 21 The same applies to domestic credit and private credit, which produced significantly positive outcomes entering the regressions with two-year lags. These findings partly disagree with earlier results for transition countries of Mehl et al. (2006) , Fink et al. (2006b) and Hagmayr and Haiss (2007) . 22 Mehl et al. (2006) find partly significant and negative effects for private credit for a sample of on average lower According to Minier (2003) , stock market development needs to reach a certain level before being able to exert an influence on economic growth. Since stock market capitalisation in 21 The positive effects might be triggered to a high degree by equipment leasing since this form of leasing is much more widespread than real estate leasing. 22 Mehl et al. (2006) transition countries is still low, this might explain its insignificance for affecting real economy. The significantly slightly negative results for bonds outstanding differ from earlier findings of Fink et al. (2006b) and Hagmayr and Haiss (2007) . The bond market is still underdeveloped in most countries within the sample and -with the exception of the Czech Republic -mainly a government bond market financing public infrastructure investments with long payout ratios. Referring to the argument concerning stock markets, this might also explain the findings for bonds outstanding. Liquid liabilities (m3) exerted a slightly negative and significant influence on economic growth, which corresponds to the results of Mehl et al. (2006) for SEE. Investigating the finance-growth nexus for 27 transition countries, Akimov et al. (2006) find that money supply estimates are not robust and that the outcomes for this variable are inconclusive. The authors argue that money supply is not a good proxy for financial development in transition economies where financial markets are usually underdeveloped and which experienced high levels of inflation, which is confirmed by our data. The results for the total financial intermediation variables indicate a slightly negative and significant impact on output growth, which might be due to the negative impacts of stock market capitalisation and bonds outstanding. These findings partly agree with the results of Hagmayr and Haiss (2007) .
As for the structural variables, non-performing loans had the strongest negative impact on economic growth. Although the governance indicator did not produce significant results and the negative outcomes of the property rights index are rather puzzling, this finding, together with the negative effect of inflation, reveals the high importance of macroeconomic stability and legal security. EU membership seems to be a very important positive indicator for economic growth. The rate of labour participation also exerted a strongly positive and significant effect on output growth, which seems to promote the high importance of a sound labour market for real economy. In contrast to Hagmayr and Haiss (2007) and Fink et al. (2006b) , who find a strong influence of capital stock growth, this variable only exerted a significantly positive impact in some of our regression analyses. These authors relate their findings to the large capital scarcity in transition countries, especially after economic crises.
The time frame of these authors includes rather the earlier years of transition and many crises years, while our data set starts in 1999. This might explain the different findings. 
Summary and conclusions
We both provide descriptive evidence on the relatively strong importance of leasing across
Central and South Eastern European transition economies (CEE and SEE) and empirical
evidence that leasing contributes positively to economic growth. We also find that leasing is complementary to credit, not a substitute. For regulators and policy makers, this implies that
(1) leasing needs to be taken into consideration to have a full picture on debt volumes in transition economies, and (2) that proper regulation cannot be circumvented by asset-based finance. For market participants (many of which are foreign in CEE and SEE), it provides evidence on the growth-enhancing aspects of leasing finance and also on the necessity of a mature regulatory environment.
Our empirical analysis is rooted in the finance-growth nexus, which so far has attracted a lot of research on the conventional financial sectors, mainly bank intermediation and stock markets. While alternative sources of finance have generally grown in importance over time, leasing has gained particular relevance in the European transition economies. Research on the impact of fast and vast debt growth in these economies, however, so far only looks at credit.
The novel data on leasing markets and their impact in Central and South Eastern Europe allows to draw a full-fledged picture of finance in these markets. Looking at credit volume only would underestimate the full extent of debt whereas in the current turmoil the need for a clear picture of all financial obligations rises.
Based upon a review of previous studies on the finance-growth nexus in transition economies, we apply a panel data approach on a sample of ten Eastern European transition countries over the period 1999-2006, thus broadening the evidence on the relationship of the financial segments (bank credit, stock, bonds) and economic growth with a focus on Eastern Europe and include leasing into this investigation, which is, to our knowledge, done for the first time.
We conclude that leasing and credit contributed to economic growth in Eastern European transition countries during the period covered, while stock and bond markets did not. Nonperforming loans had a negative impact on growth. Our findings reinforce on a broader basis that macroeconomic stability and a sound legal system, which might be pushed by EU membership, are important preconditions in order to make a positive impact of the financial sector possible. Leasing does not seem to be used as an alternative means of financing if legal and institutional conditions are weak, as often suggested by literature. Leasing and credit taking rather seem to be complements and the use of leasing also seems to require a sound legal system. This is an important finding, especially for regulators and policymakers, since a well-developed legal and institutional framework seems not only to positively influence loan supply, but also the provision of leasing, and both measures of financial intermediation seem to have the potential to influence economic growth in a positive way. Replications of the study could be undertaken in other emerging market regions. bank sector + When financial development is measured by the money to income ratio the direction of causality runs from financial development to economic growth. When the bank deposits, private credit and domestic credit ratios are alternatively used to proxy financial development, growth is found to lead financial development. Notes: The production function style is based on a neoclassical production function substituting physical capital for financial capital. The "Barro"-regression is a specification following Barro (1991) . The growth accounting regression is a specification following Benhabib and Spiegel (1994) . Notes: tfi_i = Total financial intermediation I (% of GDP) = sum of leasing, domestic credit, stock market capitalisation, bonds outstanding; tfi_ii = Total financial intermediation II (% of GDP) = sum of leasing, private credit, stock market capitalisation and bonds outstanding; exact definitions and sources of variables can be found in the Appendix. Source: author's calculations Notes: GLS method; standard errors (t-values) in parentheses; * significant at 10% level, ** significant at 5% level, *** significant at 1% level; rgdpg = Output growth; bond = Bonds outstanding (% of GDP); tfi_i = Total financial intermediation I (% of GDP); tfi_ii = Total financial intermediation II (% of GDP); m3 = M3 (% of GDP); capstockg = Capital stock growth; labch = Change in labour participation rate; prop = Property rights; foreign = Share of foreign banks (% of total assets); inflch = Inflation change; npl = Non-performing loans (% of total loans); eu = Year of EU accession; exact definitions can be found in the Appendix. Sherif (2003) 
Definition of variables
